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ments
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.01 Under § 446(b) of the Internal
Revenue Code, the Commissioner ha:
broad authority to determine whether a
method of accounting clearly reflects in-

.04Procedures for Processing the ReSOMe. If a taxpayer’s method of account:
quest ing does not clearly reflect income, the

(1) Receipt of request acknowledgeocompUtatiO” of taxable income must be
(2) Factual development made under a method that, in the opinior
(3) Acceptance of the Secretary, does clearly reflect in-
(4) Notification of acceptance come. See Thor Power Tool Co. v. Com-

.05Procedures for Implementing theMissioner 439 U.S. 522 (19795;ommis-
Settlement sioner v. Hansgn360 U.S. 446 (1959);

(1) Closing agreement or other ap-§ 1-446__1(0)(2)(“) of the Income Tax

propriate settlement agreement re_ReguIatlons:

quired .02 Section 446(e) and § 1.446-1(e)

(2) Contents of closing agreement OIp.rowde that, except as otherwise pro-
vided, a taxpayer must secure the conselt

other appropriate settlement agree A -
ment of the Commissioner before changing &

(3) Review and execution of closindnethc’d of accounting for federal income
agreement or other appropriate setlax purposes. Section 1.446-1(e)(3)(ii)
tlement agreement authorizes the Commissioner to prescribe

(4) Amended returns administrative procedures setting forth

06Effect on Other Offices of the Serihe limitations, terms, and conditions
vice deemed necessary to permit a taxpayer t

obtain consent to change a method of ac
counting.

.03 Arailroad incurs track structure ex-
penditures as a result of performing vari-
ous activities to acquire, construct, main-
tain, repair, and improve track structure.
To minimize disputes regarding the ac-
counting for these track structure expen:
ditures, the Internal Revenue Service will
SECTION 1. PURPOSE permit a railroad that complies with the

This revenue procedure provides a saf§duirements of this revenue procedure tc
harbor method of accounting for trackdccount for track structure expenditures

structure expenditures paid or incurred bySing the track maintenance allowance
certain railroads (“track maintenance aimethod described in section 5 of this rev-

lowance method”). This revenue proce€Nue procedure.

dure also provides procedures for a qualsecTi0N 3. SCOPE
fying taxpayer to obtain automatic
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.04 Special Rule for Certain Taxpayersconsent from the Commissioner of Inter- This revenue procedure applies to ¢

With Issue Under Consideration
.05 Effect of Consent

nal Revenue to change to the track mairtaxpayer that files (or is a member of a
tenance allowance method, includingombined reporting group that files) a

.06 Changes Not Made Under this Revrules relating to the limitations, terms, andRailroad Annual Report R-1 (“Form

enue Procedure
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FOR TAXPAYERS UNDER
EXAMINATION, BEFORE AN AREA
APPEALS OFFICE, OR BEFORE

THE TAX COURT

.01In General
.02 Terms of Settlement

conditions the Commissioner deems ned?-1") with the Surface Transportation
essary to make the change. In additiofdoard (“STB”) based on the same report-
this revenue procedure provides an ophg period as the taxpayer’s taxable yea
tional procedure for a qualifying taxpayer@nd that chooses to account for track
whose treatment of track structure experstructure expenditures under the track
ditures is an issue under consideration imaintenance allowance method describe:
examination, before an area appeals off? section 5 of this revenue procedure.
fluce, or befo”re the United States Tax COU%ECTION 4. DEEINITIONS

(“Tax Court”) to settle open taxable years

using the track maintenance allowance The following definitions apply solely
method. for purposes of this revenue procedure:



.01 Track Structure.“Track structure” justments (excluding rewelding and othetrack maintenance allowance) and the
means the combination of a taxpayer’s raprocessing costs) for track materials reamount required to be capitalized under
and other track material (OTM), ties, andaid that were previously retired for finan-section 5.03 (the capitalized amount). A
ballast, which provides a track for rail carsial reporting purposes. The assignethxpayer that uses the track maintenance
and equipment powered by locomotives. value of relay materials does not includallowance method described in this sec-

.02 Track Structure Expenditures relay track materials purchased by th&on 5 must use that method for all of its
“Track structure expenditures” for a partaxpayer. track structure expenditures.
ticular taxable year are the sum of the tax- .06 Operating Items.“Operating .02 Track Maintenance Allowance.
payer’s expenditures for that year for curitems” are the amounts included in th&he track maintenance allowance for a
rent additions (including new trackForm R-1, on Schedule 410 (Railway Opparticular taxable year under the track
structure), operating items, and removarating Expenses), in Column (h) (Total)maintenance allowance method is deter-
costs. on Lines 1 (Track - Administration), 12mined as follows:

.03 Current Additions.“Current addi- (Ties - Running), 13 (Ties - Switching), (1) Determine the track structure ex-
tions” are the amounts included in thel4 (Rail and OTM - Running), 15 (Rail penditures for the taxable year;

Form R-1, on Schedule 330 (Road Propand OTM - Switching), 16 (Ballast - Run- (2) Subtract from the track structure
erty and Equipment and Improvements taing), and 17 (Ballast - Switching), thatexpenditures in (1) the following amounts
Leased Property and Equipment), in Colrepresent the taxpayer’s repairs and maiifer the taxable year:

umn (e) (Balance sheet additions), for Actenance to its track structure, that are (a) New track structure; and
counts 8 (Ties), 9 (Rail and OTM), and 1Xaken into account for federal income tax (b) Operating items;

(Ballast), that represent additions to theurposes. Thus, for example, operating (3) Multiply the resulting amount in
taxpayer’s track structure, that are takertems do not include salvage materia{2) by 40 percent; and

into account for federal income tax purcredits - Schedule 410 or the assigned (4) Add to the product of (3) the op-
poses gee e.g, 88 404 and 461). Thus,value of relay materials - Schedule 410. erating items for the taxable year.

for example, current additions do not in- .07 Salvage Material Credits — Sched- .03 Capitalized Amount.The capital-
clude the assigned value of relay materiile 410. “Salvage material credits -ized amount for the taxable year under the
als - Schedule 330. Schedule 410" means the amounts intrack maintenance allowance method is

.04 New Track StructureNew track cluded on Schedule 410, in Column (h)determined as follows:
structure” means the amount included ion Lines 1, 12, 13, 14, 15, 16, and 17, that (1) Determine the track structure ex-
current additions that reflect the tax+eflect credits to operating expenses fgoenditures for the taxable year (see sec
payer’s expenditures for (1) track structhe value of salvaged materials. tion 5.02(1));
ture laid where none previously existed; .08 Assigned Value of Relay Materials (2) Subtract from the track structure
(2) existing track structure acquired by- Schedule 410The “assigned value of expenditures in (1) the track maintenance
the taxpayer; or (3) track structure previrelay materials - Schedule 410" means thallowance determined under section 5.02
ously abandoned by the taxpayer thaeamounts included on Schedule 410, ifor the taxable year to determine the capi-
must be rehabilitated or improved toColumn (h), on Lines 1, 12, 13, 14, 15tal track structure expenditures;
make it suitable for the use intended by6, and 17, that reflect the taxpayer’s fair ~ (3) Allocate the capital track struc-
the taxpayer, that are taken into accoumharket value adjustments (excludingure expenditures determined in (2) to
for federal income tax purposes. Newewelding and other processing costs) fagach track account (Rail and OTM, Ties,
track structure includes the cost of acquitrack materials relaid that were previoushand Ballast), first to new track to the ex-
ing and installing new track structure asetired for financial reporting purposestent of the new track structure for each
well as the cost of any rehabilitation oiThe assigned value of relay material§rack account. The remaining capitalized
improvement necessary to put newly aadoes not include relay track materials puramount represents replacement track anc
quired or previously abandoned traclchased by the taxpayer. should be allocated to each track accoun
structure into operation. New track struc- .09 Removal Costs.“Removal costs” in proportion to adjusted current additions
ture does not include new track amounteans the amount included in Accounfi.e., current additions for each track ac-
not reflected in current additionsd., 735 (Accumulated Depreciation, Roadctount after excluding the amount allo-
amounts reflected in Column (c) (Expenand Equipment Property) that representsated to new track from each account).
ditures during the year for original roadthe taxpayer’s expenditures for track reFor purposes of determining basis, the
and equipment, and road extensions) onoval that are taken into account for fedamounts allocated to each track account

Column (d) (Expenditures during the yeaeral income tax purposes. must be allocated further to the assets
for purchase of existing lines, reorganiza- within each account using any reasonable
tions, etc.)). SECTION 5. TRACK MAINTENANCE method:

.05 Assigned Value of Relay Materials’A‘LLOV\/'A‘NCE METHOD (4) For each track account, apply the
— Schedule 330.The “assigned value of 01 In General. Under the track main- taxpayer’'s method of accounting for uni-
relay materials - Schedule 330" means thgnance allowance method, the taxpayé@rm capitalization, as governed by
amounts included on Schedule 330, ifmyst determine the amount of its track 263A and the regulations thereunder, to
Column (e), on Lines 8, 9, and 11, that restructure expenditures that may be cuihe amounts capitalized to new track and
flect the taxpayer’s fair market value adrently deducted under section 5.02 (tht0 replacement track.€., the amounts de-



termined in (3)) to determine the addi- .04 Changes to Form R-1If the STB enced in this revenue procedure, a chang
tional § 263A costs (as defined inmodifies the Form R-1 by changing thén material facts upon which the original
8§ 1.263A-1(d)(3)), whether positive ornames of any account, column, or line ononsent was based will have occurred
negative, and, if applicable, interest costthe Schedule 330 or 410, any referencé&ee section 6.05 of this revenue proce
that must be capitalized, to that account, column, or line in thisdure (Effect of Consent).

(5) For each track account, add theevenue procedure (including the defini- .05 Example
amounts capitalized to new track and tdons in section 4 of this revenue proce- (1) Facts. X is a railroad that owns
replacement track in (3) to the additionatlure) are automatically modified accordand maintains several thousand miles o
8§ 263A costs and interest costs deteingly. Thus, for example, if the STBtrack structure throughout the United
mined in (4) to determine the total capitalchanges Schedule 330 to require the r&tates. X is a member of a combined re
ized amount; porting of current additions in Columnporting group that files a calendar year

(6) For each track account, treat théf), rather than Column (e), any referencéorm R-1 and uses a calendar year for ta
total capitalized amount determined in (5)o Column (e) in this revenue procedure ipurposes. For the year ending Decembe
as a capital expenditure and depreciate be treated by the taxpayer as a refegl, 2001, X includes the following
that amount in accordance with § 167 andnce to Column (f). If the STB no longeramounts in the Form R-1, Schedule 330
the regulations thereunder. requires Form R-1, or any schedule refe€olumn (e) for Accounts 8, 9, and 11:

Account 8 (Ties) $1,500,000

Account 9 (Rail & OTM) 2,500,000

Account 1 (Ballast) 500,000

Total $4,500,000
Included in this amount are:

New track structure Account 8 $ 150,000

Account 9 $ 250,000
Account 11 $ 100,000

Total $ 500,000
Assigned value of relay
materials - Schedule 330 Account 8 $ 30,000
Account 9 $ 120,000
Account 11 $ 0
Total $ 150,000

All of X's current additions are taken into account for federal income tax purposes in the taxable year ended Decembgeed1, 2
cept for the assigned value of relay materials - Schedule 330. Thus, X’s current additions for the taxable year ending3Dece
2001, are $4,350,000 ($4,500,000 - $150,000).

For the same taxable year, the following amounts included in the Form R-1, Schedule 410, Column (h) for Lines 1, 12, 13
16, and 17, constitute X's operating items:

Line 1 (Track - Administration) $ 315,000
Line 12 (Ties - Running) 100,000
Line 13 (Ties - Switching) 10,000
Line 14 (Rail & OTM - Running) 600,000
Line 15 (Rail & OTM - Switching) 60,000
Line 16 (Ballast - Running) 150,000
Line 17 (Ballast - Switching) 15,000
Total $1,250,000
Included in this amount are:
Salvage material credits - Schedule 410 ($50,000)

Assigned value of relay
materials - Schedule 410

$100,000



All of X’s operating items are taken intoDecember 31, 2001, are $1,200,00&emoval costs $300,000
account for federal income tax purposes i($1,250,000 + $50,000 - $100,000). For (2) Track maintenance allowancélo
the taxable year ended December 31, 200the taxable year ended December 31, 200determine the track maintenance al-
except for the salvage material credits X included in Account 735 the following lowance for the taxable year ended De-
Schedule 410 and the assigned value amount which is taken into account focember 31, 2001, X first determines its
relay materials - Schedule 410. Thus, X'federal income tax purposes in the taxableack structure expenditures, as follows:
operating items for the taxable year endegear ended December 31, 2001:

$4,350,000 current additions
1,200,000 operating items
+ 300,000removal costs
$5,850,000 track structure expenditures

X then adjusts its track structure expenditures as follows:

$5,850,000 track structure expenditures
(500,000) new track structure

(1,200,000)perating items
$4,150,000 adjusted track structure expenditures

X then determines the track maintenance allowance as follows:

$4,150,000 adjusted track structure expenditures
X .4Mllowance

$1,660,000

+1,200,00@perating items

$2,860,000 track maintenance allowance

(3) Capitalized amountTo determine the capitalized amount, X first determines the capital track structure expenditures by
tracting the track maintenance allowance determined in (2) as follows:

$5,850,000 track structure expenditures
(2,860,000)rack maintenance allowance
$2,990,000 capital track structure expenditures

X then allocates its capital track structure expenditures to each track account (Rail and OTM, Ties, and Ballast), firsictotnew
the extent of the $500,000 of new track structure for each track account. The remaining $2,490,000 of capital trackogtemcture
ditures is then allocated to replacement track for each track account in proportion to the adjusted current additionalloEatess X
these amounts as follows:

Amount
Amount Adjusted Capitalized —
Current Capitalized — Current Replacement
Additions New Track Additions Track
Account 8 (Ties) $1,470,000 $ 150,000 $1,320,000 $ 853,714
Account 9 (Rail & OTM) 2,380,000 250,000 2,130,000 1,377,585
Account 11 (Ballast) 500,000 100,000 400,000 258,701
Total $4,350,000 $ 500,000 $3,850,000 $2,490,000

For each track account, X applies itsvith the additional § 263A costs for eactpenditures to the track maintenance al-
method of accounting for uniform capital-track account. X must depreciate the totdbwance method is a change in method of
ization under § 263A to the amounts capieapitalized amount for each track accouraccounting to which 88 446 and 481
talized to new track and to replacemernith accordance with § 167 and the regulaapply.

track to determine the additional § 263Aions thereunder. .02 Issue Not Under Consideratiorif
costs (whether positive or negative) tha a taxpayer within the scope of this rev-
must be capitalized. The total capitalizeéECTlON 6. CHANGE IN METHOD enue procedure wants to change to the
amount for each track account is deter- FACCOUNTING track maintenance allowance method for
mined by combining the amounts capital- .01 In General. A change in a tax- either its first or second taxable year end-
ized to new track and to replacement tragkayer’s treatment of track structure exing on or after December 31, 2000, (“year



of change”) and the treatment of its trackinder this revenue procedure include th2002. A copy of the Form 3115 must be
structure expenditures is not an issustatement: “Automatic Change Filedfiled with the national office (see section
under consideration in examination, betnder Rev. Proc. 2001-46." This state6.02(5)(a) of Rev. Proc. 99-49 for the ad-
fore an area appeals office, or before ment should be legibly printed or typed atlress) no later than when the taxpayer’
federal court (within the meaning of secthe top of any Form 3115 filed under thimmended return is filed.

tion 3.08 of Rev. Proc. 97-27 (1997—Yevenue procedure. (3) To assist the Service in process-
C.B. 680)) on August 21, 2001, the tax-  (4) If a taxpayer did not file Form ing changes in method of accounting
payer must follow the automatic chang&-1 for one or more of the taxable yearander this section of the revenue proce
in method of accounting provisions into which the § 481(a) adjustment relategjure, and to ensure proper handling, sec
Rev. Proc. 99-49 (1999-52 |.R.B. 725}he taxpayer must compute the 8§ 481(ajon 6.02(3) of Rev. Proc. 99-49 is modi-
(or its successor) with the following mod-adjustment based on information equivafied to require that a Form 3115 filed
ifications: lent to that required by Form R-1. under this revenue procedure include the

(1) The scope limitations in section .03 Issue Under Considerationlf a statement: “Automatic Change Filed
4.02 of Rev. Proc. 99—-49 do not apply. Ifaxpayer within the scope of this revenu&nder Rev. Proc. 2001-46."” This state-
the taxpayer is under examination, beforprocedure wants to change to the traakent should be legibly printed or typed at
an area appeals office, or before a federalaintenance allowance method for eithehe top of any Form 3115 filed under this
court regarding any income tax issués first or second taxable year ending orevenue procedure.
other than its treatment of track structurer after December 31, 2000, (“year of  (4) The change to the track mainte-
expenditures, the taxpayer must provide éhange”) and the treatment of its trackiance allowance method will be made
copy of the Form 3115Application for structure expenditures is an issue undessing a “cut-off method.” Under a cut-off
Change in Accounting Methptb the ex- consideration in examination, before amethod, only the items arising on or after
amining officer, appeals officer, or gov-area appeals office, or before a federahe beginning of the year of change are
ernment counsel (whichever is applicaeourt (within the meaning of section 3.08&ccounted for under the track mainte-
ble) at the time that it files the copy of theof Rev. Proc. 97-27) on August 21, 200Inance allowance method. Any items aris:
Form 3115 with the national office. Thethe taxpayer must follow the automatidng before the year of change continue ftc
Form 3115 must contain the name(s) anchange in method of accounting provibe accounted for under the taxpayer’s for:
telephone number(s) of the examining ofsions in Rev. Proc. 99—-49 with the follow-mer method of accounting. Because nc
ficer, appeals officer or government couning modifications: items are duplicated or omitted from in-
sel (whichever is applicable). (1) The scope limitations in sectioncome when a cut-off method is used to ef:

(2) A taxpayer that wants to changet.02 of Rev. Proc. 99-49 do not applyfect a change in accounting method, nc
to the track maintenance allowancé&he taxpayer must provide a copy of th@ 481(a) adjustment is necessary.
method for its first taxable year ending orfForm 3115 to the examining officer, ap- (5) Section 7 of Rev. Proc. 99-49
or after December 31, 2000, and that, opeals officer, or government counsetioes not apply. The taxpayer does not re
or before October 22, 2001, files its origi{whichever is applicable) at the time thateive audit protection in connection with
nal federal income tax return for its firstit files the copy of the Form 3115 with thea change to the track maintenance al
taxable year ending on or after Decembaerational office. The Form 3115 must contowance method.

31, 2000, is not subject to the filing retain the name(s) and telephone number(s) .04 Special Rule for Certain Taxpayers
quirements in section 6.02(2)(a) of Rewf the examining officer, appeals officerwith Issue Under Considerationf a tax-
Proc. 99-49, provided that it complieoor government counsel (whichever is appayer is within the scope of this revenue
with the following filing requirements. plicable). procedure, and the treatment of its tracl
The taxpayer must complete and file a  (2) A taxpayer that wants to changestructure expenditures is an issue unde
Form 3115 in duplicate. The originalto the track maintenance allowanceonsideration (within the meaning of sec-
must be attached to the taxpayer’snethod for its first taxable year ending orion 3.08 of Rev. Proc. 97-27) in exami-
amended federal income tax return for iter after December 31, 2000, and that, onation, before an area appeals office, o
first taxable year ending on or after Deer before October 22, 2001, files its origi-before the Tax Court on August 21, 2001,
cember 31, 2000. This amended retumal federal income tax return for its firstthe taxpayer may change to the track
must be filed no later than January 28axable year ending on or after Decembenaintenance allowance method for its
2002. A copy of the Form 3115 must b1, 2000, is not subject to the filing redirst or second taxable year ending on ol
filed with the national office (see sectionquirements in section 6.02(2)(a) of Revafter December 31, 2000, under sectior
6.02(5)(a) of Rev. Proc. 99—-49 for the adProc. 99-49, provided that it complies5.03 of this revenue procedure or, alterna
dress) no later than when the taxpayeriwith the following filing requirements. tively, for an earlier taxable year under
amended return is filed. The taxpayer must complete and file gection 8 of this revenue procedure.

(3) To assist the Service in processForm 3115 in duplicate. The original .05 Effect of ConsentFor purposes of
ing changes in method of accountingnust be attached to the taxpayer’section 8.01 of Rev. Proc. 99-49 (Effect
under this section of the revenue proceamended federal income tax return for itef Consent), a change in the material fact
dure, and to ensure proper handling, sefirst taxable year ending on or after Deon which the consent was based include
tion 6.02(3) of Rev. Proc. 99-49 is modicember 31, 2000. This amended retura material change in how a taxpayer re:
fied to require that a Form 3115 filedmust be filed no later than January 28&orts amounts on the Form R-1 or a



change in the taxpayer’s obligation to file .05 Work papers or reports that identify (a) the taxpayer has complied with

a Form R-1. the amounts included in Account 735 foall the applicable provisions of the closing
.06 Changes Not Made Under this Revthe taxpayer’s removal costs. agreement or other appropriate settlemen

enue ProcedureA taxpayer that wants to agreement;

change to the track maintenance aSECTION 8. OPTIONAL (b) there has been no taxpayer

lowance method described in section 5 gp= T TLEMENT FOR TAXPAYERS fraud, malfeasance, or misrepresentatior

this revenue procedure that does nd{NDER EXAMINATION, BEFOREAN ot 3 material fact;

change its method of accounting undefREAAPPEALS OFFICE, OR (c) there has been no change in the

section 6 or 8 of this revenue procedur@EFORE THE TAX COURT material facts on which the closing agree-

must follow the change in method of ac- 1|4 General. If a taxpayer is within ment or other appropriate settlement
counting provisions in Rev. Proc. 97-2%,4 scope of this revenue procedure, tfRoreement was based; and _
(1997-1 C.B. 680) (or any successor). iraatment of its track structure expendi- (d) there has been no change in the
tures is an issue under consideratiofiPPlicable law on which the closing

SECTION 7. RECORD KEEPING (within the meaning of section 3.08 ofdgreement or other appropriate settlemen

Section 6001 provides that every persoRev. Proc. 97—27) in examination, befor@dreéément was based.
liable for any tax imposed by the Code, oan area appeals office, or before the Tax (5) The taxpayer must execute a
for the collection thereof, must keep suckCourt on August 21, 2001, and the tax¢!0Sing agreement under § 7121 or other
records, render such statements, make syslyer does not change to the track maint8PPropriate settlement agreement as de
returns, and comply with such rules andance allowance method under sectiofcfibed in section 8.05 of this revenue
regulations as the Secretary may from timé.03 of this revenue procedure, the SeRrocedure. _
to time prescribe. The books or records redice offers to settle the track structure ex- -03 Procedures for Requesting the Set-
quired by § 6001 must be kept at all imependiture issue by changing the taxiément.
available for inspection by authorized inpayer’s method of accounting for track (1) Initiating the request. _
ternal revenue officers or employees, anstructure expenditures to the track mainte- (a) Taxable years under examina-
must be retained so long as the contentmnce allowance method in the earliedton or in AppealsA taxpayer that wants
thereof may become material in the admirepen taxable year after which there is nf request a settlement under this sectior
istration of any internal revenue law. Secelosed taxable year. for taxable years under examination or in
tion 1.6001-1(e). In order to satisfy the .02Terms of Settlement. Appeals must submit its request in writing
record keeping requirements of § 6001 and (1) The Service will change the tax0 the first line examination manager or
the regulations thereunder, a taxpayer thapayer's method of accounting for trackePpeals officer (whichever is applicable)
changes to the track maintenance abtructure expenditures to the track mainté2n or before January 28, 2002.
lowance method should maintain recordeance allowance method described in sec- (b) Taxable years before the Tax
substantiating all aspects of entitlement ttion 5 of this revenue procedure. Court. Ataxpayer that wants to request
the deduction, including, but not limited to, ~ (2) The change to the track mainte2 settlement under this section for taxable
the following: nance allowance method will be made iyears before the Tax Court must submit

.01 The Form R-1 and adequate docuthe earliest open taxable year after whiclis request in writing to the Chief Counsel
mentation to verify the taxpayer’s infor-there is no closed taxable year using a cldttorney assigned to the case on or befor
mation included in the Form R-1. Thisoff method. the earlier of January 28, 2002, or the date
documentation includes reports and work-  (3) The taxpayer must reflect the setthat is 30 days before the date the case i
papers of independent auditors with retlement on its federal income tax returndrst set for trial, which is the date sched-
spect to agreed upon procedures, as sufbr any affected succeeding taxable yeargled for the calendar call.
mitted to the STB pursuant to Ex Parté&or example, an amount required to be  (2) Statement of facts, law, and argu-
460, Certification of Railroad Annual Re-capitalized during a taxable year coverethents. The request for settlement must
port R-1 by Independent Accountant; by the settlement should be depreciated include the following information:

.02 Work papers or reports that identifythat taxable year and in affected succeed- (a) the taxpayer’s name, address,
and extract the taxpayer’s costs for newng taxable years (whether or not coveretélephone number, and taxpayer identifi-
track structure, including costs to rehabilby the settlement) in accordance with theation number;

itate or improve newly acquired or previtaxpayer’s method of accounting for de- (b) the taxable years covered by
ously abandoned track structure; preciation. the proposed settlement;
.03 Work papers or reports that identify ~ (4) The Service will not require the (c) the taxpayer’s earliest open

and extract the taxpayer’s assigned valuaxpayer to change its method of accountaxable year after which there is no closed

of relay materials - Schedule 330 from théng for track structure expenditures to daxable year;

Schedule 330; method other than the track maintenance (d) the taxpayer’s current method
.04 Work papers or reports that identifyallowance method for any taxable year foof accounting for track structure expendi-

and extract the taxpayer’s assigned valughich a federal income tax return hagures;

of relay materials - Schedule 410 and sabeen filed as of the date of the closing (e) a statement of the material

vage material credits - Schedule 410 froragreement or other appropriate settlemefacts, including the track maintenance al-

the Schedule 410; and agreement, provided that: lowance and the capitalized amount under



the track maintenance allowance method (4) Notification of acceptanceThe Tax Court, the taxpayer and the Chief
for each taxable year under examinatioriirst line examination manager, appeal€ounsel attorney must prepare an appra
before an area appeals office, or beforefficer, or Chief Counsel attorneypriate settlement document, settlemen
the Tax Court, and an explanation of théwhichever is applicable) will notify the stipulation, or stipulated decision docu-
computations used to determine thosexpayer in writing when the Servicement, pursuant to the rules and proce
amounts; and agrees to the settlement requested by teres of the court. Such settlement docu
(f) a statement of whether thetaxpayer. ment, settlement stipulation, or stipulated
track maintenance allowance for each tax- .05 Procedures for Implementing thedecision document is subject to the ap-
able year under examination, before aBettlement. proval of the court.
area appeals office, or before the Tax (1) Closing agreement or other ap- (4) Amended returns.
Court is taken into account for federal inpropriate settlement agreement required. (a) In general. In cases pending
come tax purposes, for example, whetheékx taxpayer implementing a settlement idbefore examination or appeals, the Ser
the amount was incurred under § 461 irequired to execute a closing agreementce will make the adjustments necessary
that taxable year, and, if § 404 applies tander § 7121 or other appropriate settldo reflect the settlement to the taxpayer’s
any portion of the amount in a particulament agreement. returns for the taxable years under exami
taxable year, whether that portion meets (2) Contents of closing agreement omation or before an area appeals office. I
the deductibility requirements of 8 404. other appropriate settlement agreementases pending before the Tax Court, the
(3) Perjury statement.The request A closing agreement must comply withsettlement agreement will include adjust-
for settlement must be accompanied by thde requirements of Rev. Proc. 68—16nents necessary to reflect the settlemer
following declaration: “Under penalties of(1968—1 C.B. 770) and must be substanvith respect to the year(s) before the
perjury, | declare that | have examined thigally in the form set forth in the APPEN-court. The taxpayer is required to file
request, including accompanying docublIX of this revenue procedure. Settleamended returns to reflect the settlemer
ments, and, to the best of my knowledgment agreements in cases pending befoier any other affected taxable years for
and belief, the request contains all the reléhe Tax Court must conform substantiallywvhich a federal income tax return has
vant facts relating to the request, and sudb the provisions set forth in the APPENbeen filed as of the date of the closing
facts are true, correct, and complete.” ThiBIX of this revenue procedure and musagreement or other appropriate settlemer
declaration must be signed by, or on behatonform to the rules and procedures of thegreement. The amended returns must ir
of, the taxpayer by an individual with theTax Court. clude the adjustments to taxable income
authority to bind the taxpayer in these mat-  (3) Review and execution of closinghecessary to reflect the new method an
ters. The declaration may not be signed lagreement or other appropriate settleany collateral adjustments to taxable in-

the taxpayer’s representative. ment agreement. come or tax liability resulting from the
.04 Procedures for Processing the Re- (a) Taxpayers under examination.change. A taxpayer eligible to file a
quest. The first line examination manager will“qualified amended return” under Reuv.

(1) Receipt of request acknowledgedprepare a closing agreement. The fir®roc. 94—69 (1994-2 C.B. 804) may sat-
The first line examination manager, apline examination manager should submisfy the requirements of this section by
peals officer, or Chief Counsel attorneythe closing agreement to the Grounf(iling a qualified amended return in accor-
(whichever is applicable) will acknowl- Transportation Technical Advisor and higlance with that revenue procedure.
edge receipt of the taxpayer’s request fassigned counsel for review prior to sub- (b) Time and manner.The tax-
settlement in writing within 15 businessmitting the closing agreement to the taxpayer must file any required amended re
days of receipt. payer for execution. Failure to submit théurns on or before the date it executes th

(2) Factual developmentThe first closing agreement to the Technical Advielosing agreement or other appropriate
line examination manager, appeals offisor or his assigned counsel for review wilsettlement agreement. The taxpayer mu
cer, or Chief Counsel attorney (whichevenot invalidate the closing agreementprovide a copy of the amended returns tc
is applicable) will contact the taxpayer toAfter the closing agreement has been ex#ie first line examination manager, ap-
discuss any questions the Service maguted by the taxpayer, it will be executegheals officer, or Chief Counsel attorney
have, or ask for additional informationon behalf of the Service by the Director(whichever is applicable) at the time it
believed to be necessary to execute théeld Operations (LMSB) MCT, New Jer-files the amended returns.
settlement (for example, to verify the corsey. .07 Effect on Other Offices of the Ser-
rectness of the taxpayer’s information). (b) Taxpayers before an area ap-vice. If a taxpayer is before an area ap-

(3) Acceptance.The first line exam- peals office. The appeals officer or ap-peals office or the Tax Court regarding the
ination manager, appeals officer, or Chigpeals team case leader will prepare a clogeatment of its track structure expendi-
Counsel attorney (whichever is applicaing agreement. After the closingtures and does not settle this issue unde
ble) will accept the taxpayer’s request foagreement has been executed by the take provisions of this section 8, an appro-
settlement if the request complies with theayer, it will be executed on behalf of theriate representative from an area appeal
applicable terms of this revenue proceService by an authorized official fromoffice or Chief Counsel office may settle
dure. For taxable years before the Tafppeals. a particular taxpayer’s case involving this
Court, the settlement is subject to the ap- (c) Taxpayers before the Taxissue on a more favorable or less favor:
proval of the Court. Court. For docketed tax years before tha@ble basis than provided in this revenue



procedure. For example, an appeals offftrack structure expenditures” and other 5. That the Service will not require the
cer may settle a case based on the hazatdems defined in section 4 of Rev. Proctaxpayer to change its method of account-
of litigation. 2001-46, apply for purposes of this closing for track structure expenditures to a
ing agreement. method other than the track maintenance
SECTION 9. EFFECTIVE DATE 4. The taxable years covered by thiallowance method for any taxable year for

This revenue procedure is effective foFlosing agreement are [insert applicableshich a federal income tax re_turn h_as
taxable years ending on or after Decenjaxable years]. been filed as of t_he date of this closing
ber 31, 2000. 5. The taxpayer curr_ently accounts foagreement, proylded_ that: (a) th_e tax-

track structure expenditures as followspayer has complied with all the applicable

SECTION 10. EFFECT ON OTHER [insert taxpayer’s current method of acprovisions of the closing agreement; (b)
DOCUMENTS counting for track structure expendituresjthere has been no taxpayer fraud, malfea
. . 6. The taxpayer and the Internal Revsance, or misrepresentation of a material

Rev. Proc. 99-49 is modified and amgp e Service (“Service”) rely on the fol-fact; (c) there has been no change in the
plified to include this accounting method,q,ying facts and representations in makmaterial facts on which the closing agree-
change in the APPENDIX. ing this closing agreement: [insertment was based; and (d) there has been n
DRAFTING INFORMATION relevant facts, including the track maintechange in the applicable law on which the

nance allowance and the capitalizedlosing agreement was based.

The principal author of this revenueamount under the track maintenance al- 6. That the Service is not precluded
procedure is Kimberly L. Koch of the Of-|owance method for each taxable yeafrom challenging the computation of the
fice of Associate Chief Counsel (Incomeynder examination, before an area appeaisck maintenance allowance for any tax-
Tax and Accounting). For further infor-office, or before the Tax Court,able year covered by this closing agree-
mation regarding this revenue procedurgwhichever is applicable) an explanatiorment on a basis unrelated to the track
contact Ms. Koch at (202) 622-5020 (nobf the computations used to determinenaintenance allowance method (for ex-
a toll-free call). those amounts, and a statement afmple, that all or a portion of the amount
whether the track maintenance allowances not incurred under 8 461 or that the tax-
for each of those taxable years is takepayer has not properly applied the uni-

APPENDIX into account for federal income tax purform capitalization rules of § 263A and
Department of the Treasury Internal RevPOSes]. the regulations thereunder). _
enue Service NOW IT IS HEREBY DETERMINED 7. That the taxpayer accepts this settle-
] ) ~ AND AGREED for federal income tax ment and agrees to the applicable terms o
Closing Agreement on Final Determinaprposes: Rev. Proc. 2001—46.
tion Covering Specific Matters 1. That the Service is changing the t This agreement is final and conclusive
Under § 7121 of the Internal Revenugayer’s method of accounting for track 9

Code of 1986, [Taxpayer’s name, addressyrycture expenditures to the track mainteg-xcept

telephone number, and identifying nuMnance allowance method of accounting”) | 1¢ MAatter it relates to may be re-

ber] (‘the taxpayer”) and the Commis-gescribed in section 5 of Rev. ProcoPened in the event of fraud, malfeasance

sioner of Internal Revenue make the folog01-46, for the taxable year ending [in?r misrepresentation of a material fact;
' 2) It is subject to the Internal Revenue

lowing closing agreement: sert earliest open taxable year after whic : :
. ode sections that expressly provide that
WHEREAS: there is no closed taxable year]. . ; 2 : i
. . _effect be given to their provisions (includ
2. That the method change will be Im= o anv stated excention for § 7122)
1. The taxpayer files (or is a membeplemented using a cut-off method. no%withitandin an Igw or rule of law;
of a combined reporting group that files) a 3. That the adjustments to taxable in; ° ¢ g any ’
Form R-1 based on the same reporting péome necessary to reflect the ne 3) If it relates to a tax period ending after
fiod as the taxpayer's taxable year. method, and any collateral adjustments \ét{?we date of this a reerrl?ent itis suk?'ect to
2. The taxpayer is an accrual basis taxaxable income or tax liability resulting 9 ' )
any law enacted after the agreement date
payer. from the change for each of the taxablﬁwat aoplies 1o the tax period
3. The issue covered in this closingears covered by this agreement, are as PP P '
agreement is the taxpayer's treatment déllows: [insert appropriate adjustments]By signing, the parties certify that they
track structure expenditures incurred as a 4. (If appropriate), That the taxpayehave read and agreed to the terms of this
result of performing various activities tohas filed any amended returns required bgocument.
acquire, construct, maintain, repair, andection 8.05(4) of Rev. Proc. 200146, to
improve track structure. The definition ofreflect the settlement.



Taxpayer (other than individual):

By: Date:

Title:

Commissioner of Internal Revenue:

By: Date:

Title:

Instructions

[This agreement must be signed and filed in triplicate. (All copies must have original signatures.) The original antitbepie:
agreement must be identical. The name of the taxpayer must be stated accurately. The agreement may relate to onesor

If an attorney or agent signs the agreement for the taxpayer, the power of attorney (or a copy) authorizing that persarsto s
be attached to the agreement.

If the taxpayer is a corporation, the agreement must be dated and signed with the name of the corporation, the sigtiatafe a
an authorized officer or officers, or the signature of an authorized attorney or agent. It is not necessary that a eopplofgan
corporate resolution be attached.

Use additional pages if necessary and identify them as part of this agreement.

Please see Rev. Proc. 68-16 (1968-1 C.B. 770) for a detailed description of practices and procedures applicable to most ¢
agreements.]

I have examined the specific matters involved and recommend the acceptance of the proposed agreement

(Receiving Officer) (Date)

(Title)

I have examined the specific matters involved and recommend the acceptance of the proposed agreement

(Receiving Officer) (Date)

(Title)




